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Abstract 
Managing turbulent economic environment, organizations realize the importance of developing transformational leaders since 
these leaders immensely contribute to human capital creation process for managing and implementing changes and consequently, 
improve organizational performance. This paper explores how employees’ perceptions on leaders’ transformational style and 
employees’ interim leadership simultaneously and positively affect their human capital benefits and analyzes the existence of the 
differences between private and public Indian manufacturing industries on these relationships. For these purposes, 470 responses 
were collected from middle and top level management employees who have experienced interim leadership. The results show 
that these leadership factors have strong and significant potential to influence employee perceived human capital benefits, and 
importantly, such direct and significant relationships are widely observed among private sector employees. 
© 2010 Elsevier Ltd. 
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1. Introduction 
In this millennium, achieving competitive advantage is obviously an essential and primary goal set by firms, but 
strategy formulation causes variation among firms on attaining this goal. Researchers have pointed out that 
organizational strategic factors such as, organizational culture, information technology, human capital, and 
leadership, are the prerequisites for achieving and sustaining the advantage (Barney, 1986; Powell & Dent-Micallef, 
1997; Wright et al., 1994; Hitt et al., 1998). It should be noted that these factors strongly facilitate firms on creating 
intellectual capital, a combination of human capital and structural capital, by which firms increase the chances for 
achieving the advantage, and consequently, these factors formulate a firm as an active repository of knowledge. On 
specifically emphasizing human capital, resource-based theory of the firm states that core competencies, in other 
words, rare, valuable, inimitable, and non-transferable human capital have greater potential to contribute to achieve 
and sustain competitive advantage (Prahalad & Hamel, 1990; Barney, 1991). According to Bontis and Fitz-enz 
(2002), human capital is created in the organizations from employees’ knowledge, talent, and experience. The extent 
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at which human capital possessing value and uniqueness would decide its contribution on creating intellectual 
capital and would attract investments from firms. Investments, for example, human resource management (HRM) 
practices, are directly related to firm’s productivity, quality, and financial performance (Macduffie, 1995; Youndt et 
al., 1996; Huselid, 1995). Simultaneously, these investments promote employees to gain general human capital 
benefits (Coleman, 1994). Therefore, the extent of human capital creation at an employee could be measured from 
the amount of benefits he/she receives. In this direction, employee perceived human capital creation or benefits is 
the degree to which an employee feels human capital creation or benefits when efforts are taken for ensuring mutual 
benefits to both employee and organization. Literatures mention such benefits as high individual return on 
investment, increase in compensation, being a future leader, opportunity to participate in high profile project, and 
increase in status and authority (Ulrich et al., 1999; Bontis & Fitz-enz, 2002; Harley, 1999; Birasnav & Rangnekar, 
2009). On focusing these benefits, human capital, in any organization, is broadly considered as employee’s 
knowledge, skills, capabilities, commitment, know-how, and ideas and health (Skandia, 1998; Snell & Bohlander, 
2007; Ulrich et al., 1999; Sullivan, 1999; Becker, 1962). In firms, leadership, another form of investment on human 
capital, causes overall value creation, and thus, Edmondson (1996, cited in Bontis & Fitz-enz, 2002) describes 
leadership as a determinant of human capital creation. However, there is a scarcity of literature explaining the 
relationship between leadership and perceived human capital benefits through employee perspective, since 
researches were mostly focused on human capital in view of economic perspective (for example, Becker, 1962). In 
this direction, this study analyzes the influences of employees’ perceptions on transformational leaders in the 
organization and employees’ interim leadership on employee perceived human capital benefits, and analyses the 
existence of the differences in these relationships between public and private sector firms.  
1.1. Influence of interim leadership on employee human capital benefits
Weingart (2003) defines interim leadership as a process of temporarily exhibiting leadership behavior for a 
certain period by an internal employee. In line with Lepak and Snell (1999), this formal and informal leadership 
development technique should be considered as internal development process. Thus, Birasnav and Rangnekar 
(2008) focus interim leadership as a kind of investment for human capital creation in firms. Highly competent and 
active employees have more chances to be empowered and subsequently, occupy interim positions and gain 
authority (Billowitz & Silverman, 1989; Harley, 1999). Although the purpose of selecting interims is not to 
participate in vision or goal setting, these leaders’ decisions affect firm’s long term operations (Munde, 2000; 
Weingart, 2003). Consequently, they have potential to contribute significantly on achieving organizational goals, 
and so they advance their careers and receive monetary benefits (Goler, 2003). However, it is widely accepted that 
the power and authority for decision making provided to interim positions is limited in public firms. Therefore, these 
arguments and Bontis et al.’s (2000) focus of leadership skill as a component of human capital, lead to 
Hypothesis 1:  Employees’ perceptions on attaining human capital benefits in their organizations depend on their 
role in interim leadership position.  
Hypothesis 2: The association of interim leadership on perceiving human capital benefits is highly predictable 
among private employees than public employees. 
1.2. Influence of transformational leadership on employee human capital benefits 
Koehler and Pankowski (1997) define transformational leadership as “a process of inspiring change and 
empowering followers to achieve greater heights, to improve themselves, and to improve organization processes” (p. 
16). Researchers reported that transformational leaders’ characteristics such as idealized influence, inspirational 
motivation, intellectual stimulation, and individualized consideration strongly explain significant variations on 
employees’ performance and potential (Bass, 1999; Rowe, 2007). These leaders, by strongly promoting leader 
member exchange, improve their employees’ innovative and creative behaviors which are widely considered as 
human capital measures (Scott & Bruce, 1994; Krishnan, 2005; Phillips, 2005). Consequently, employees perceive 
improved salary progression and authority (Wayne et al., 1999). Further, they promote individual and team spirit 
among employees through coaching, encouraging, and supporting. Thus, employees show higher performance level 
and generate higher rate of return to investments for the firms (Yukl, 2006; Boerner et al., 2007). In addition, they 
stimulate employees’ intelligence by not supporting them to analyze and solve job-oriented problems in traditional 
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ways (Yukl, 2006). Since these leaders challenge the work activities, employees working in private firms strongly 
perceive the prevalence of such style among their leaders (Lowe et al., 1996). Therefore, it is expected that 
Hypothesis 3: Prevalence of transformational leadership style in the organizations strongly influences 
employees’ perceptions on human capital benefits. 
Hypothesis 4: The impact of perceiving transformational leadership style on human capital benefits is highly 
predicted among private employees than public employees. 
2. Methodology 
The data are collected from 470 employees of Indian manufacturing industries who have experience in interim 
leadership positions. The mean age of these employees (public sector = 205, private sector = 265) is 35.8 years. 
Though few employees did not disclose their education, it is observed that 71.5% employees are undergraduates; 
whereas 23.6% employees have post graduation degree. The measures are developed from systematic literature 
review and discussions held with academicians and managers in the field of leadership and human capital, and these 
19 measures are rated on a 5 point Likert scale. The analysis results of reliability and convergent, discriminant, and 
predictive validity fall within the acceptable limit levels. Exploratory factor analyses were conducted with the help 
of SPSS 15 to ensure the meaningfulness of the developed measures (see Table 1 and 2). Further, employees’ 
demographic characteristics and firm size are considered as control variables since these have certain relationship 
with human capital creation. 
UTable 1. The factor structure of leadership measures 
 
Factor loadings* Items Transformational leadership Interim leadership 
My leader clearly informs me the work to be done                 0.52 
I feel I am motivated by leader’s solution to solve a work-related problem            0.69 
My leader’s guidance enables us to trust him             0.66 
How often you meet your leader to derive solutions for work problems?         0.68 
I feel my leader sets a challenging goal              0.73 
The way my leader executes his/her power and authority                   0.60 
The way your leader seeks you to solve job-oriented problem                0.68 
How frequent your leader communicates the goals and priorities of the organization? 0.46 
To what extent your organization do/did give importance to your proposed ideas 0.58 
I do/did manage the department or unit               0.63 
Criterion to identify the interim leader in your organization                       0.65 
You are/were given full power and authority to exercise                                                   0.69 
How much importance do/did you give to interim role?                                 0.58 
Though this role is an additional responsibility, I do/did not blame my leader’s absence 0.38 
   
Eigenvalue 4.73 1.27 
Variance explained  33.80%    9.09% 
Cronbach alpha (Į) 0.82 0.68 
Note: * Principal component analysis with varimax rotation (all loadings less than 0.30 removed) 
 
UTable 2. The factor structure of human capital creation or benefits measures 
 
Factor loadings* Items Perceived human capital creation or benefits 
The return I give is more than what organization invested at me         0.57 
Chances of considering me as a future leader              0.56 
My authority and status nowadays               0.61 
Participation in a team which carries out high profile project             0.75 
Comparing last year, my earning in this organization 0.61 
  
Eigenvalue 1.93 
Variance explained   38.65% 
Cronbach alpha (Į) 0.70 
Note: * Principal component analysis with varimax rotation (all loadings less than 0.30 removed) 
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3. Results 
Means, standard deviations, and correlations coefficients of all the studying variables are shown in Table 3. A 
series of hierarchical regression analyses is performed to test the stated hypotheses after controlling the covariates in 
which three steps are followed for total sample, and two steps are followed for each private and public sample. After 
entering the control variables in step 1, independent variables are included in step 2; and finally, product variables, 
computed by multiplying sector and interim leadership and multiplying sector and transformational leadership are 
entered in step 3. The results (see Table 4) support H1 that interim leadership has positive association with 
perceived human capital benefits (b = 0.35, p < 0.01). Nevertheless the interaction between sector and interim 
leadership is not significant, the slope value of the equation for private sector (b = 0.37) is higher than for public 
sector (b = 0.36). Thus, H2 is supported. Similar results are found for H3 that explains the positive association of 
transformational leadership pereptions with perceived human capital benefits (b = 0.39, p < 0.01). The slope of this 
association is steeper for private sector (b = 0.45) than public sector (b = 0.28) and strong interaction between sector 
and transformational leadership (b = -0.22, p < 0.05) is also found. Hence, H4 is strongly accepted. 
 
UTable 3. Means, standard deviations, and correlation coefficients 
 
Variables Mean S.D. 1 2 3 4 5 6 7 8 9 10 
1   Age 35.80 11.73 1.00          
2   Gender - - -0.07 1.00         
3   Education - - 0.09† 0.06 1.00      
4   Rank - - 0.18* -0.00 0.25* 1.00     
5   Tenure 8.37 10.24 0.79* 0.02 -0.00 0.06 1.00     
6   Size - - 0.06 -0.01 0.02 -0.37* 0.08 1.00     
7   Sector - - 0.28* -0.09 -0.15* -0.31* 0.25* 0.56* 1.00    
8   Interim leadership 3.54 0.61 0.17* 0.06 0.02 0.10 0.09 -0.09 -0.11† 1.00   
9   Tran. leadership 3.72 0.66 0.24* 0.06 0.08 0.10† 0.16* -0.13* -0.16* 0.56* 1.00  
10  Perceived human capital 
creation or benefits 
3.31 0.68 0.18* 0.09 0.12* 0.20* 0.14* -0.24* -0.28* 0.54* 0.59* 1.00 
Note:  * p < 0.01; † p < 0.05; S.D. – Standard Deviation, Tran. Leadership – Transformational Leadership;  
 
UTable 4. Results of hierarchical regression analyses for perceived human capital benefitsa 
 
Total (N = 470) Private Sector (N = 265) Public Sector (N = 205) Variables 
b ǻR2 R2 ǻF b ǻR2 R2 ǻF b ǻR2 R2 ǻF 
Step 1  0.17 0.17 9.15*  0.07 0.07 3.01*  0.14 0.14 3.58* 
Constant 3.69    2.91    5.16    
Age 0.00    0.01†    -0.00    
Gender 0.05    0.11    0.34    
Education 0.10    0.14    -0.02    
Rank -0.04    0.02    -0.04    
Tenure 0.01†    0.00    0.02    
Size -0.11†    -0.09    -0.86    
Sector -0.39*            
Step 2  0.33 0.50 105.1*  0.42 0.49 90.00*  0.27 0.41 29.63* 
Constant      1.12         0.19         2.73    
Int. Lead. 0.35*    0.37*    0.36*    
Tran. Lead. 0.39*    0.45*    0.28*    
Step 3  0.51 0.01 3.52†         
Constant -0.15            
Sector * Int. Lead. -0.02            
Sector * Tran. Lead. -0.22†            
Note:   aUnstandardized beta coefficients are mentioned; * p < 0.01; † p < 0.05;  
Int. Lead. – Interim Leadership, Tran. Lead. – Transformational Leadership 
4. Discussions and Conclusion 
Amid turbulent and dynamic economic environment, researches are globally conducted with a specific focus on 
investments in human capital for facilitating firms to increase financial performance and achieve competitive 
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advantage. In this direction, HRM practices (Snell & Dean, 1992), knowledge management (KM) practices (Smith, 
1998), and leadership practices (Edmondson, 1996; Bontis & Fitz-enz, 2002) are focused as human capital 
investments in the organizations. Followingly, this paper analyzed the effect of human capital investments in the 
form of perceiving transformational leadership style and engaging in interim leadership position on perceived 
human capital benefits. Transformational leaders instill trust among employees by empowering and supporting them 
to get involved in decision making. Consequently, employees’ self-efficacy and innovative behaviors are improved 
(Podsakoff et al., 1996; Scott & Bruce, 1994; Conger & Kanungo, 1988), and these have adequate potential to 
influence employees’ human capital benefits which reflect in the form of higher return on investment, career 
advancement, and salary progression. In this situation, it is further to be considered that employees perceive high 
ability, experience, and knowledge when they trust leaders (Podsakoff et al., 1996). Therefore, firms that have a goal 
to create intellectual capital and human capital, should organize training programs focusing on developing 
transformational leadership style among their managers. Specifically, it should be noted that due to the intellectual 
stimulation characteristics, these leaders promote all activities that challenge organizational beliefs and values. 
However, since innovative behavior is a prerequisite to achieve competitive advantage, it is unavoidable in firms, 
particularly, in private firms. Interim leadership, especially, empowered interim leadership has potential to affect 
employees’ perceptions on human capital benefits. Occupying interim position does not require a shift from 
employees’ normal professional activities, and it significantly allows employees to initiate actions to manage 
uncertainty, share knowledge with peers, perform in the dynamic work environment, participate in the decision 
making process, and improve personal and professional growth (Gilmore, 1988; Euster & Solomon, 1994; Ellis et 
al., 2005). Due to these reasons, interim leadership contributes on perceiving human capital benefits through 
employees’ career advancement, salary progression, and performance. Though interims had given authority to take 
decisions that have certain impact on strategy implementation in public firms (Mouly and Sankaran, 1999), unlike in 
private firms, they would probably not be considered for future leaders of the position interims held in most of the 
cases. As well, number of criteria used to identify employees for interim positions are low in public firms. Due to 
these reasons, interim leadership is differently viewed between these firms, and consequently, the difference in the 
impact of interim leadership on human capital benefits is observed. Even though interim leadership is for developing 
employees’ leadership skill, due to market demand and customer satisfaction, private firms will not decide to last 
interim position for long days. Therefore, employees perceive human capital creation with the support of their 
transformational leaders. In contrast, many leaders in the public firms are unlikely to be involved in risk-taking 
activites and expected to perform as transactional leaders, the variance explained by the transformational leadership 
on human capital benefits is low comparing to the variance explained by interim leadership on human capital 
benefits. Therefore, public firm employees concentrate substantially on interim leadership for gaining human capital 
benefits. Importantly, caution is required on interpreting these findings since this study carries low ratio of male to 
female participants, covers only a particular political Indian states, and excludes certain kind of manufacturing 
industries, for example, textile industries. However, it should be noted that Indian manufacturing industries are 
mostly male-dominated industries, and accessing all types of industries depends on time and cost constraints. In 
future, this study would be extended by including most of the political states and all kinds of manufacturing firms. 
Further, analyzing mediation and moderation role of KM process in the relationship between these leadership 
practices and perceived human capital benefits would help organizations to invest on KM programs.         
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